STATE OF W SCONSI N

DEPARTMENT OF HEALTH AND FAM LY SERVI CES
DI VI SI ON OF MANAGEMENT AND TECHNOLOGY
BUREAU OF FI SCAL SERVI CES

ACCOUNTI NG PQLI CY

TOPIC.  Section 1--Business Standards 6.0 EFFECTI VE DATE: 6/ 30/ 94

TITLE  Saf eguardi ng Assets: Custodi anship REVI SI ON DATE: 1/10/03
Responsibilities

AUTHORI ZED BY: Donald N. Warnke, Director PAGE 1 O 6

BACKGROUND

One of the mgjor requirenents of good internal control is to safeguard
assets. In expressing an opinion on the financial statenents of an

organi zation, certified public auditors (and governnental auditors) are
required to evaluate the systemof internal control in place and to determ ne
if reportable conditions exist. A material weakness in internal contro
related to fixed assets or inventories may lead to a qualified financia
statenment for the State of Wsconsin or an institution. A nore than
relatively low | evel of risk may result in a finding of a reportable
condition in the audit report.

Simlarly, good business practice requires that assets be appropriately
secured and mai ntai ned, used for the purposes intended, periodically
accounted for, and properly disposed of.

W sconsin Statutes [s. 46.09 (1)] require that the Business Manager
("Steward") of each institution "have i medi ate charge of all books,
accounts, papers, and records relating to the institution's financia
managenent." The Busi ness Manager should al so "be responsible for the

saf ekeepi ng and economi cal use of all stores and supplies.” |In addition,
section 46.03 requires that the departnment "supervi se, manage, preserve and
care for the buildings, grounds and other property pertaining to said
institutions, and pronote the objects for which they are established.™

OWP Uni form Adm ni strative Requirements for Grants and Cooperative Agreenents
to State and Local Governnents ("Common Rule") requires, with respect to

equi pnent, that states are to use, manage and di spose of equi pnent in
accordance with state policies. Federal requirenments include maintaining
equi pnment, appropriate records, taking periodic physical inventories, and

mai nt ai ni ng an adequate internal control system Material non-conpliance
with these requirements may result in a conpliance audit finding and/or
qualified financial statenents. In addition, federal grant agreements may
have specific requirenments relating to fixed assets and equi pnent.

Detail ed requirenents for the reporting of fixed assets and equi pnent are
found in Section 8—Fixed Assets.
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POLI CY

Each Division or Institution shall establish adequate internal contro
procedures to ensure that fixed assets, equiprment and supplies are

appropriately safeguarded. These procedures shall include, but not be
limted to:
1. Assi gni ng custodi anship responsibilities for each asset or type

of asset or location

2. Conmplying with Departnment of Adm nistration risk managenent
requi renents and due professional care;

3. Mai nt ai ni ng accurate and reliable accounting records for fixed
assets and inventories and reconciling fixed asset subsidiary
records to FMS records;

4, Conducting an annual (in some cases, biennial) physical inventory
of all assets to be reported in the Departnment's financia
st at enent s;

5. | medi ately investigating mssing equi pnrent and reporting the
di sappearance in a tinely nmanner to federal, state or |loca
of ficials, as needed,;

6. Di sposi ng of surplus equi pnent in accordance with state and
departmental requirenents and/or federal grant requirenents and
agreenent s.

CUSTODI ANSHI P RESPONSI BI LI TI ES

Desi gnati on of Custodian(s). Custodianship involves the responsibility for
saf eguardi ng an asset or group of assets. Each division or institution
shoul d designate a custodi an for each piece (or each location) of capita
equi pnent. The custodi an may be the enpl oyee who uses the equi pment, the

i medi ate supervisor, the Bureau director, or an enployee who is formally
assigned division-wide functions. The custodian's responsibilities are to
assure that the equi pnent is properly maintained, to assure that the

equi pnment is used for the purposes intended, and assure that information
regardi ng the equi pnent is properly reported (acquisitions, transfers,

di sposal s, novenents, etc.).

Di visions and Institutions should have a method (preferably in witing) to
comuni cate the responsibilities of custodianship for assets owned by or used
by the organi zati on.

A custodian is also needed for supplies inventories, including such areas as
institution stores inventories, pharnmacy inventories, nmintenance
inventories, food stanp inventories and forms center inventories. Ofice
supplies may be, for exanple, under the custodi anship of an office manager.
A custodian is also needed for all approved petty cash and change funds.

Moni toring and Verification. As part of its internal control responsibility,
each division and institution needs to nonitor custodi anship within the
organi zation on a periodic basis. Generally, nonitoring and verification is
the responsibility of the Business Manager or Managenent Services Director
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Shared Responsibilities. In an organization as |arge as DHFS, shared
responsibility will be conmon. For exanple, pharnmacy inventories may be the
responsi bility of the medical director rather than the Busi ness Manager. In

this case, the Legislative Audit Bureau has considered the Business Ofice
responsi bl e for oversight, including explaining inventory variances. O
conmput er equi pment nmay be owned by one division, used by a subgrantee, and
mai nt ai ned by the Bureau of Information Systems. |In this latter case, the
di vision that applied for and received the federal grant is ultimtely
responsi bl e for the performance of others.

Di visions and Institutions need to review the |lines of responsibility
i nvol ving assets and to fix custodi anship duties accordingly to ensure proper
control regardl ess of organizational structure.

Rl SK' MANAGEMENT RESPONSI BI LI TI ES

Due Care and Internal Control. Risk managenent activities include the proper
care for buildings and equi pnent and adequate protection against fire or
theft. In particular, conmputers nust be in roons with | ocked doors or
secured by cable. Itens that are highly portable require additiona
protection. Such itens include | aptop conputers, video recorders or players,
and audi o-vi sual equi pnent. Thefts are to be reported to the proper
authorities. Under federal regulation, adequate nmintenance procedures nust
be devel oped to keep the property in good condition.

Division and Institutions to ensure adequate safeguards to prevent | oss,
damage, or theft of the property should develop a control system Any |o0ss,
damage, or theft shall be investigated and properly reported.

Periodic risk assessment should be nade to determne if proper precautions
have been taken within a Division or Institution for the protection of
assets. Preventive nmeasures should be taken to linit risk to no nore than a
relatively |ow | evel

Sel f-1nsurance. The State has a self-insurance program for |osses.

Department of Adm nistration requirenents should be adhered to, including the
reporting of risk management prem unms. The O fice of Purchasing is the
contact for DHFS ri sk managenent.

For risk managenent and property control purposes, a permanent record of al
items classified as capital expenditures or major materials and supplies is
required. These records formthe basis for the Annual Property Coverage
Report.

The risk managenment reports are different fromfixed asset and equi prment
records used in financial reporting. The definition of asset is different,
the valuation is different, and the two reports are used for different
purposes. For exanple, risk managenent reports are used to detern ne

rei mbursenent for |losses and include all insured property. Fixed asset and
equi pment records are for capital assets greater than $500 per unit. Risk
managenment val uation is based on an estinate of replacenent cost whereas
financial accounting records are based on historical, or acquisition cost.



STAN 6.0
Page 4 of 6

ACCURATE AND RELI ABLE ACCOUNTI NG RECORDS

Separation of duties applies to the safeguarding of assets. Generally, one
person should not control a transaction from beginning to end. Division of
responsi bilities decreases ri sk.

CGenerally internal control for assets includes three persons:

1. Recor dkeepi ng (including di sposals) should be independent of
cust odi anshi p and the physical inventory to the extent possible.

2. It is preferable, though not required, to have an i ndependent
person conduct the physical inventory. Neither the custodian nor
the record keeper is independent.

Accounting records are to be updated at |least quarterly. Records that are
updat ed once a year after the close of the fiscal year do not provide
adequate control. The goal of a double-entry accounting systemis to have
accurate records as of the end of the nonth and to enter transactions as they
occur.

Currently, DHFS maintains subsidiary systenms to record fixed asset and

equi pnent data. Information to be included in the accounting records is
detailed in Section 8—Fixed Assets 1.0 (Capital Asset and Inventory Systens).
This information is required by federal regulation. Special procedures apply
to transfers. Al transfers between one DHFS organi zati on and anot her DHFS
organi zati on or another state agency require use of form DMS-476. This
information is essential for GAAP reporting purposes and to ensure that a
transfer-in is balanced with a transfer-out.

Additions to the subsidiary systemrecords are to be reconciled to FMS
records, and the ending balance for the prior year is to be reconciled to the
current year's endi ng bal ance, annually. These reconciliations are essentia
to demonstrate that capital assets are being correctly reported and that

bal ances are being carried forward correctly fromone year to the next. Any
vari ances should be |l ess than $500 per account.

A physical inventory nust be conducted annually (in sone cases, BFS may
approve biennial physical inventories). Institutions are required hy

W sconsin Statutes to performa physical inventory annually. Results of the
physi cal inventory nust be reconciled to the property records and al

di screpanci es expl ai ned.

The physical inventory nmust be conplete and accurate. The Legislative Audit
Bureau may interpret any unexpl ai ned discrepanci es as weak physical control

| NVESTI GATI ON OF M SSI NG OR STOLEN EQUI PMENT

Under federal regulation, any |oss, danage, or theft shall be investigated
promptly. The results of that investigation need to be properly acted upon
and reported.

Each itemlisted as a disposal should be explained as to nethod of disposal--
j unked, stolen, mssing, transferred, etc. Sonme software has the capability
to record this information by a synmbol in the disposal. 1In all cases,
adequate back up information is required as an audit trail
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It is managenment's responsibility to follow up on any areas where a | ack of
control is identified in the physical inventory process and to apply
corrective action.

DI SPOSAL OF EQUI PMENT

There are a nunber of requirenents for the disposal of equipnent. Disposa
of equipnment is to be done in accordance with state and federal requirenments
and as well as in conpliance with good internal control and accounting
procedures, consistent with a state enployee's ethical obligations.

Requi renents. Section 8—Fi xed Assets 5.0 (Disposition of State-Omed

Equi pnent) details nost requirenments for the disposal of equipnment. In
addition, there are federal regulations that apply to equipnment originally
purchased with federal funds, and specific federal grants may have additiona
condi tions.

Approval in advance by the DOA Bureau of Procurement nust be obtained for the
di sposal of any piece of equipment with a unit fair market value of greater
or equal to $10,000 or have an original purchase price of $10,000 or nore. In
addition, the Departnent of Admi nistration requires an annual summary report
of equi pment di sposed of by category.

Internal Controls. All disposal transactions nust be consistent with
departmental accounting procedures. All receipts fromsales nmust be properly
control l ed and deposited intact within five working days or |ess. GCenerally,
the receipts fromthe sale of surplus property are to be recorded as GPR-
Earned or miscell aneous revenue rather than refund of expenditure. See
Section 3—Revenues and Refunds 1.0 (Accounting for Revenues and Refunds of
Expendi ture).

Et hi cal Considerations. Sales or other disposal of surplus equipnent nust be
i n accordance with provisions of the Enployee Handbook, including, but not
limted to, Work Rule #3 (concerni ng unauthori zed use of property), Conflicts
of Interest, Use of State Property, and Acceptance of G fts, Favors or other
Renunerations. The appearance of a conflict of interest is to be avoided as
wel | as an actual conflict of interest. See also Section 1-Business
Standards 2.0 (Standards of Busi ness Conduct).

REFERENCES

Enmpl oyee Handbook, G 1, N-2, N4, N5

DHFS APP Section 1-Business Standards 2.0 (Standards of Business Conduct)

DHFS APP Section 3—Revenues and Refunds 1.0 (Accounting for Refunds of
Expendi t ure)

DHFS APP Section 8—Fi xed Assets 1.0 (Capital Asset and Inventory Systemns)

DHFS APP Section 8—Fi xed Assets 5.0 (Disposition of State-Owmed Equi pnent)

OMB Uni form Adm ni strative Requirements for Grants and Cooperative Agreenents
to State and Local Governments "Comopn Rul e"

W sconsin Statutes s. 46.09 (1), s. 46.03


http://folio.legis.state.wi.us/cgi-bin/om_isapi.dll?clientID=102475&infobase=stats.nfo&j1=46.09&jump=46.09&softpage=Browse_Frame_Pg

CONTACTS

St andar ds of Busi ness Conduct
Donal d N. Warnke, Director
Bur eau of Fiscal Services
(608) 266-5869

GAAP Reporting

Sally A Acuff, Chief

Speci al Services & Financial Statenments Section
(608) 266-9576

Ri sk Managenent and Surplus Sal es and Di sposal s
Joni Fl etchal

Pur chasi ng Section

(608) 266-1161

Refunds of Expenditure

Cheryl Thonpson, Deputy Director
Bureau of Fiscal Services

(608) 266-2019
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